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ABSTRACT
The New Open Economy Macroeconomics has allowed economists to tackle classical problems
with new tools, while also generating new ideas and questions. In their attempts to make the new models
capture empirical regularities, researchers have entertained a variety of assumptions about the
international pricing of goods, notably, models of pricing to market and destination-currency pricing of
exports. Some of the resulting models imply that exchange-rate changes lack international
expenditure-switching effects, and they thus appear to call for a radical rethinking of the role of exchange
rates in international adjustment. This paper argues that the recent resurgence of exchange-rate pessimism
stems from oversimplified modeling strategies rather than from evidence. Like earlier episodes starting
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5Ehorz L uhvwulfw wkh glvfxvvlrq/ shukdsv vrphzkdw duwl￿fldoo|/ wr shvvlplvwlf dvvhvv0
phqwv ri wkh gluhfw +dqg sduwldo, h￿hfwv ri h{fkdqjh udwh fkdqjhv rq uhodwlyh lqwhuqdwlrqdo
sulfhv dqg ghpdqgv/ kroglqj lqfrph dqg zhdowk ohyhov frqvwdqw1 Wkxv/ L dp ljqrulqj wkh
idfw wkdw h{fkdqjh udwh fkdqjhv fdq kdyh froodwhudo frqwudfwlrqdu| h￿hfwv/ iru h{dpsoh/
wkurxjk edodqfh vkhhwv/ wkdw frxog qxooli| ru uhyhuvh dq| srwhqwldo h{sdqvlrqdu| h￿hfw
gxh wr h{shqglwxuh vzlwfklqj dprqj frxqwulhv1 Lq wklv sdshu/ wkh txhvwlrq lv zkhwkhu wkh
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6Ilvfdo h{sdqvlrq/ lq frqwudvw/ fdq eh h￿hfwlyh lq udlvlqj rxwsxw dqg hpsor|phqw1
Ehfdxvh wkh grphvwlf fxuuhqf| dssuhfldwhv lq rughu wr furzg rxw iruhljq ghpdqg/ wkh uhdo
surgxfw zdjh kdv urrp wr ghfolqh hyhq wkrxjk wkh uhdo FSL zdjh uhpdlqv frqvwdqw1
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7Zkhq hdfk frxqwu| kdv d pxowlvhfwru vwuxfwxuh dqg vkrfnv ehwzhhq grphvwlf vhfwruv
duh lpsruwdqw/ dq h{fkdqjh udwh fkdqjh/ zkloh h!flhqw iru kdqgolqj sxuho| frxqwu|0vshfl￿f
vkrfnv/ fdq qr orqjhu jxudqwhh wkh fruuhfw uhodwlyh sulfhv ehwzhhq grphvwlf vhfwruv1 Lq wklv
fdvh ri pruh wdujhwv wkdq lqvwuxphqwv/ wkh ydoxh ri h{fkdqjh0udwh  h{lelolw| pd| djdlq eh
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Correlations between relative export price and nominal exchange rate (Canada-US)
Sample Period: 1993:03-2001:03
Category Period Average End-of-Month
Food and live animals 0.16 0.27
Beverages and tobacco 0.14 0.15
Crude materials, except fuels, inedible 0.22 0.29
Mineral fuels, lubricants and related materials 0.36 0.30
Chemicals 0.38 0.40
Manufactured goods, classiﬁed chieﬂy by material 0.28 0.33
Machinery and transport equipment 0.84 0.81
Miscellaneous manufactured articles 0.91 0.91
Note: Correlations are deﬁned so that a positive number implies that the price of U.S.
exports relative to Canadian exports tends to rise when the Canadian dollar depreciates
relative to the U.S. dollar.Figure 1
Changes in real exchange rates and U.S. content levels in sales made by majority-owned






































Percent change in U.S. real exchange rate**
 

























Source: Rangan and Lawrence (1999, p. 89)
* The percentage change in U.S. content levels between 1985 and 1989 is the change
in the share of U.S. content in sales made by majority-owned foreign aﬃliates of U.S.
multinational parents.
** The U.S. real exchange rate is denominated as U.S. dollars per foreign cur-
rency units; therefore positive (negative) changes between 1985 and 1989 represent a
depreciation (appreciation) in the real exchange value of the dollar.Figure 2
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